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REVIEW OF THE THIRD QUARTER: 


A Summer of Drought and Doubt 


Unprecedented drought visited New England during the summer of 1957, and 
left its mark in parched lawns, withered gardens, lean crops, low water tables, and 
fire hazards. During this same period, many inhabitants of the region began to 
wonder whether the recent period of booming prosperity might soon shrink under 
the influence of economic drought. 

Business activity and standards of living were still at historically high levels. Yet 
the realities of rising costs and squeezed profit margins, scattered reports of lean 
sales, shortened workweeks and layoffs, and rumors of cutbacks in government 
and business capital outlays, were generating some doubt as to the continuing 
strength in the boom. There were conflicting crosscurrents of strength and weakness, 
with definite signs of slowdowns in some industries; yet in the aggregate not 
enough to warrant real alarm. 

The New England manufacturing index, based on measured inputs of factory 
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man-hours and electric power, had a seasonally 
adjusted value of 118 in September, the same as 
August, and one per cent above the September 
1956 value. Yet this apparent stability con- 
cealed declining output in such important 
industries as textiles, paper, leather, and primary 
metals from year-ago levels. It also covered up 
a disparity between a declining index of man- 
hours worked by New England factory workers, 
and an index of total electric power output which 
has consistently run above year-earlier levels. 

New orders received by manufacturers report- 
edly failed to match in volume those of the 
1956 summer months. There was a consequent 
effort to avoid unnecessary inventory accumula- 
tion. Although the number of New England 
business failures during the third quarter 
exceeded slightly the number of a year earlicr, 
there was a considerable decrease in the amount 
of liabilities involved. 

Seasonal factors influenced the trend and com- 
position of New England nonagricultural employ- 
ment during the third quarter, but the mid- 
September total slipped slightly below that of 
a year ago. There was a continuing shift within 
the total from manufacturing to nonmanutfac- 
turing industries. Within the manufacturing 
segment, employment cutbacks in some of the 
machinery, metalworking, and wood-using indus- 
tries offset temporary upturns in the textile, ap- 
parel, leather, and jewelry industries. 

The number of workers receiving unemploy- 
ment compensation benefits declined further 
from the January peak, but in August was still 
nearly half again as great as a year ago. Initial 
claims increased somewhat more than seasonally. 

Average weekly hours worked by production 
employees in New England factories in Septem- 
ber were less than a year ago, and appeared to be 
still declining slowly under the influence of 
slackened operations in some industries. On 
the other hand, average hourly earnings were 
still creeping upward, and the course of average 
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weekly earnings depended upon the net influ- 
ence of these two opposing factors. 

Department stores sales during the third 
quarter disappointed those who expected gains 
over year-ago levels. The slight gain made in 
July was more than outweighed by losses in 
August and September. There was a somewhat 
greater proportion of sales being made in the 
upstairs departments than in basement counter- 
parts. Apparel sales comprised the principal 
strength during July and August. In September, 
however, these sales fell sharply, perhaps due 
to the deterring effect of unusually warm weather 
upon purchases of heavy clothing, while sales 
of home furnishings improved. A gradual shift 
from instalment purchases to cash and charge 
account purchases continued during July and 
August. Coupled with good collections, this 
change reduced accounts outstanding at depart- 
ment stores below year-ago levels. 

Unit sales of new automobiles in New Eng- 
land also continued to disappoint dealers. Regis- 
trations of new cars in the six states during 
August were 11 per cent less than those for the 
comparable 1956 months, and for the first eight 
months of the year lagged behind the 1956 pace 
by eight per cent. 

One might deduce either slackened or inten- 
sified demand in the economy from observation 
of price trends during the third quarter. The 
index of basic commodity prices at the primary 
market dropped 5.5 per cent from its mid-July 
peak to the end of the quarter. The more com- 
prehensive wholesale price index, which includes 
many processed, as well as basic commodities, 
continued its rise into September, and then 
declined slightly. The consumer price index, 
however, scarcely paused in its upward trend, 
and its September value of 121.1 was 3.4 per cent 
higher than a year ago. 

Credit demands continued to be strong during 
the third quarter relative to supplies of funds, 
as evidenced by the higher rates posted for busi- 
ness loans, commercial paper, bankers’ accep- 
tances, and new Treasury bill issues. Following 
an increase in the prime business loan rate to 
414 per cent made by leading commercial banks 
in early August, Federal Reserve discount rates 
were raised to 314 per cent. 

The intensity of business loan demand at 
commercial banks eased somewhat as some bor- 
rowers turned to the capital markets for funds, 
accelerated their turnover of deposits, or leveled 
off their capital expenditure programs. Out- 
standing commercial and industrial loans at 
weekly reporting member banks in the First 
District declined by $15 million, or about one 
per cent, during the quarter, as compared to a 
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rise of $30 million during the comparable period 
of 1956. At the end of September, however, the 
outstanding balance of loans in this category 
was still $88 million greater than a year earlier. 

Real estate loans at New England mutual 
savings banks expanded further during the sum- 
mer, but at a less rapid pace. About one-fifth 
of these banks increased their interest rates on 
conventional type mortgage loans during the 
quarter. Outstanding volumes of consumer 
credit due New England financial and retail 
lenders increased more slowly than a year ago. 

Trends in saving habits were mixed. Savings 
deposit balances at New England commercial 
banks showed the first substantial increase in 
over a year. At mutual savings banks in the 
region the rate of increase was half that of a 
year ago. At savings and loan associations share 
capital declined during the summer months 
in contrast to a slight increase a year ago. 

New England construction contract awards, as 
reported by F. W. Dodge Corporation, ran ahead 
of the 1956 pace in July and August by 22 and 16 
per cent respectively, but fell behind in Septem- 
ber by 18 per cent. The flow of contracts for 
nonresidential buildings, residences, and public 
utilities during the quarter was greater than a 
year ago, but it was slower in the case of public 
works. Higher construction costs account some- 
what for the favorable comparisons. 

In New England’s farm economy, farm milk 
prices are somewhat improved over a year ear- 
lier, with continued improvement expected this 
fall, perhaps to the highest level since the fall 
of 1948. Milk production continues to grow 
and is still somewhat above the fluid needs of the 
New England market. ‘The steady upward 
trend, however, of two to three per cent per year 
in consumption is an encouraging factor. The 
improved price will be of some help in relieving 
the problems of the southern New England 
farmers who have suffered losses in pasture and 
winter feed from this summer’s drought. 

Overproduction again plagued broiler pro- 
ducers with farm prices now at about the cost 
of production. But production is largely in- 
tegrated vertically with feed companies or dress- 
ing plants, so the loss of income will be only 
in part borne by the farmer-producers. 

Egg production was down in New England in 
the third quarter, and a sharp seasonal upswing 
brought prices to well above year-ago levels. 
With fewer layers, prospects for prices to con- 
tinue stronger are good. 

New England’s potato crop is estimated at 14 
per cent below year-ago levels, with quality 
reported as very good. Apple production is 
estimated to be about 40 per cent above last 
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year in New England. 

The drought which plagued other phases of 
New England’s economy was a bonanza for its 
tourist industry. An almost unbroken succes- 
sion of warm, dry days lured tourists in record 
numbers. Guest occupancies at vacation lodging 
places in the May-September period of 1957 
reportedly surpassed those for the record 1953 
year by three per cent. Supplementary reports 
from state parks, museums, art galleries, and 
other attractions point to tourist attendance or 
use, averaging about one-fourth higher this 
summer than last. 

Durable-Goods Manufacturing 

Activity at New England’s primary- and fab- 
ricated-metals plants eased further during the 
third quarter. Its limited steel facilities operated 
at less than half of capacity. Foundry meltings 
at mid-September were running 20 to 30 per 
cent less than a year ago. Brass mills and copper 
fabricators also reduced operations further. In 
general, the metal and metal product industries 
were hampered by strikes, vacation shutdowns, 
reduced orders, falling prices, cutbacks, and 
stretch-outs in government contracts. 

Nonelectrical machinery firms in New Eng- 
land curtailed operations somewhat during the 
third quarter, and employment was. slightly 
below the year-ago level in each of the three 
months of the quarter. Machine tool makers, 
in particular, experienced a rapid decline in the 
flow of new orders, and September 30 order 
backlogs on a national basis were about halved 
from a year earlier. 

Employment in New England’s  electrical- 
machinery industry was relatively stable during 
the third quarter, due to offsetting trends in the 
two principal segments. Expansion continued 
in the electronics division, while some further 
contraction occurred with respect to industrial 
electrical machinery and electrical appliances. 
Radio and TV tube and transistor production 








is picking up, and some firms with defense con- 
tracts remain busy. 

Employment in New England’s transportation- 
equipment manufacturing industry declined 
slightly in July, and dropped sharply in August 
which appeared to be due to vacation shutdowns 
at Connecticut plants making aircraft and air- 
craft parts. Quincy’s Fore River Shipyard has 
contracts totaling $500 million for construction 
of various types of vessels for the United States 
and for private operators, and facilities are being 
expanded to accommodate work on large tankers. 
Work at New England’s two automobile assem- 
bly plants was interrupted due to model change- 
overs and strikes affecting suppliers. 

New England’s furniture industry continued 
to operate at a reduced level during the third 
quarter, with employment off slightly, and pro- 
duction off an estimated eight per cent from 
year-ago levels. An increased flow of new orders 
in September gave some encouragement. 

The lumber industry felt a slight weakening 
in demand during the third quarter, and em- 
ployment was off several thousand from year- 
ago levels. Prices of many grades of hardwood 
lumber and flooring were reduced, but better 
grade white pine prices remained steady. 


Nondurable-Goods Manufacturing 


After the vacation shutdowns some, although 
less than seasonal, improvement in activity was 
evident in the New England textile industry. 
However, employment in September was still 
nearly 21,000 below the year ago level. Many 
plants continued to operate on a reduced work- 
week. All segments of the industry were affected 
by the continuing dullness in textile markets. 
Finishing plants were operating on a day-to-day 
basis. Orders for spring woolens and worsteds 
were below expectations. ‘The improved inven- 
tory situation with respect to fine cotton and 
synthetic goods, and the announced reopening 
on a five-day week basis of three extensively 
modernized plants, lend encouragement to the 
outlook for the New England industry. 

New England shoe plants built up production 
of fall and winter footwear to its seasonal peak 
during the quarter. A good volume of initial 
orders pushed July regional output about five 
per cent ahead of that for July 1956, but the 
slower placing of reorders kept August pro- 
duction from reaching its year-ago level. In 
general, during 1957, New England has failed 
to maintain its share of national production. 
Advanced showing of spring lines yielded a 
satisfactory volume of orders, but manufacturers 
are reluctant to make long-term commitments, 
expecting higher price schedules in 1958. 
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A quickening tempo of activity was apparent 
in New England garment plants after the early 
July vacation shutdowns. Manufacturers geared 
for volume production of fall and winter lines. 
Staffs were expanded seasonally and hours were 
extended at many plants. However, September 
employment remained slightly under the year- 
ago level, and business varied widely from plant 
to plant. Retailers continued to place orders 
cautiously and, in turn, cutters were reluctant 
to make long-term fabric commitments. 

After one of the most disappointing spring 
selling periods in years, New England jewelry 
plants expanded operations during the summer 
for the busy pre-Christmas season. Early orders 
for fall merchandise were good, but reorders did 
not come up to anticipations. Business has been 
spotty. Employment has been considerably less 
than a year ago, but many firms have extended 
hours. Some firms have been building inven- 
tories in anticipation of a rush of late orders 
for goods for Christmas selling. 

Activity at New England rubber products 
plants was slightly under year-ago levels. During 
August the industry recalled some laid-off work- 
ers because of improved demand for tires and 
seasonal expansion at rubber footwear plants. 

New England pulp and paper production in 
July and August was reported to be off about 
eight per cent from the same two months in 
1956. Inventories and order back-logs remained 
approximately constant. Profits varied widely 
among individual firms. 

The usual stability of the printing and pub- 
lishing industry in New England was upset in 
early August by a strike of 300 mailers employed 
by several Boston newspapers. Publication 
ceased, idling nearly 5,000 other employees until 
settlement of the labor dispute was reached at 
the end of the month. 
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New England BUSINESS REVIEW 


AGRICULTURE 


Significant changes are taking place in the 
business organization of American farms. The 
changes are of particular interest to farmers 
and the businessmen who service them.  Fur- 
ther development of these new concepts signal 
important changes in the business organization 
of the “family farm.” 

For years, legislators, economists, farm lead- 
ers, and farmers themselves have fought for the 
“family farm” as the backbone of the American 
way of life. Some have defended it for economic 
reasons, others for social reasons. But like every 
other business, farming has not been able to 
remain aloof from the sweeping 
changes of the last quarter century. 

The relentless laws of economics have dictated 
that individual farmers increase their production 
efficiency in order to survive. New machines and 
new methods have been rapidly adopted. These 
have brought about a tremendous increase in 
the capital investment on farms—from about 
$4,000 per worker in the late 1930’s to about 
$15,000 today in the Northeast, and as high as 
$100,000 on some types of Midwestern farms. 

This increased efficiency has rapidly expanded 
production to the point where it now consistently 
outdistances the needs of the market place. The 
resulting low profit margins have only acceler- 
ated the speed of the change as farmers struggled 
to maintain their net incomes. 


economic 


Broilers 

These changes, particularly the rising capital 
requirements and the narrow profit margins, are 
having a direct effect on the business organiza- 
tion of today’s farms. Perhaps broiler production 
and marketing are the outstanding examples. 
Today, over 90 per cent of the broilers in the 
United States are produced under the so-called 
integrated plans. These usually take the form 
of an agreement between a farmer-producer and 
another party, known as a contractor—usually a 
feed company, hatcheryman, or dressing-plant 
operator. The farmer-producer usually furnishes 
labor, buildings, and equipment. The contractor 
furnishes feed, chicks, litter, or credit, along 
with technical advice and supervision. The 
grower receives either a flat fee per bird or a 
flat fee plus a share of the profits. In either case, 
he forfeits a large share of the management 
decisions to the contractor. 

Use of this method brought problems; but its 
acceptance is now general. First, it gives the 
grower a guaranteed minimum income and 
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spreads the risk which a single grower faces if 
he hits several low markets in a row because he 
sells his birds at 10- to 12-week intervals. 
quently, production efficiency is increased 
under the supervision of the contractor. 
From the contractor's standpoint, it has the ad- 
vantage of assuring a steady market for feed or 
chicks; or a steady supply of birds in the case of 
the dressing-plant operator. To the consumer 
it has meant higher-quality and lower-priced 
broiler meat. 


Fre- 


. . Hatching Eggs 

For a long time, the hatching-egg business has 
had some degree of integration through con- 
tractual arrangements. Frequently, large hatch- 
eries have furnished birds to growers who agreed 
to sell the hatching eggs back to the hatchery. 
Often the contract called for a stated price per 
dozen, based on a premium above the wholesale 
market. Again, the purpose was to assure the 
hatchery of a steady supply of the raw product, 
while the grower is assured of a ready market 
for his output and some aspects of a guaranteed 
price. In addition, having the birds furnished 
to him reduces his working-capital needs. 


Othe? 


Other lines of agriculture have had some de- 
gree of integration for a long time. For years 
the canning factories have contracted for all of 
or part of their raw material needs. Vegetable 
growers have been furnished such things as seed, 
fertilizer, and harvesting labor for which they 
have received a guaranteed market for their 
produce—sometimes at a guaranteed price. 

At the present time, a considerable portion of 
the operating credit for the potato farmers in 
Aroostook County, Maine, is being supplied by 
fertilizer companies. Fertilizer represents a major 
expenditure in producing a crop of potatoes and 
when conventional lenders could not meet the 
needs of some growers, the fertilizer companies 
provided the fertilizer on credit to those farmers 
who they felt would work out of their financial 
difficulties. With a substantial investment in 
these farm businesses, it is inevitable that the 
companies felt a need to exert their influence on 
the growing and marketing of the crop. Farmers 
in extreme financial difficulties often find the 
fertilizer company taking over their business. 

Contracting and integration are now creeping 
into the hog business. Like poultry, hog-raising 
lends itself to specialization where one group 
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supplies the breeding stock, another the feeder 
pigs, and a group that does the finishing— 
completes the feeding and readies the stock for 
market. In at least one instance, a grain com- 
pany has begun to integrate these highly special- 
ized operations and to furnish a portion of the 
credit needs to the last named group. Some 
feed dealers have gone so far as to provide 
everything but the building and labor, and to 
pay the farmer so much per pound of gain put 
on the pigs. 

Cattle feeding is beginning to move in the 
same direction. Feed-lot operators frequently 
contract with packing houses to finish out feeder 
cattle. Some processors such as sugar companies 
operate these feeding lots as an efficient means of 
marketing their by-products. 

Farm cooperatives are another example of 
integration. There are marketing cooperatives, 
purchasing cooperatives, and credit cooperatives. 
Most of these organizations have not entered 
into the management of their individual mem- 
ber’s business, but even here there are exceptions. 
Some marketing cooperatives have established 
marketing quotas for their producer-members 
and others have set up quality standards as aids 
to orderly marketing. 

The Government price-support program has 
some of the same aspects. Here again the Gov- 
ernment is the “contractor,” furnishing a guar- 
anteed market at a guaranteed minimum price. 
The farmer, in return, follows certain prescribed 
controls on production. The very existence of 
this price-support mechanism has _ obviously 
taken much of the risk out of some types of 
farming. Perhaps more important, it has made 
credit for working capital more readily available 
by removing some of the pricing and marketing 
uncertainties from the picture. 

All of these schemes point clearly to the fact 
that the basic organization of the “family farm” 
is undergoing some sweeping changes. Through 
these contracts and integrated operations, indi- 
vidual farmers in several lines of agriculture are 
giving up many of their traditional freedoms. 
They are being woven more tightly into larger 
organizations—that is, the companies which fur- 
nish their raw products and/or the companies 
which market their produce. 


Fiistorical background 
Here it seems worthwhile to put these changes 
into their historical perspective. The subsistence 
farm of the old days was a highly integrated 
business. Most of the raw materials were pro- 
duced right on the farm. The varied kinds of 
produce were largely consumed on the farm 


or traded directly for the few non-farm items 
which had to be bought. Later on, farmers 
began to specialize in the production of one or 
two commodities. The marketing functions 
largely moved off the farm and whole industries, 
such as the feed business, were built to effect the 
transfer and processing of the products of these 
specialized farms to other farms which used 
them as raw products. This process of special- 
ization has continued until in recent years most 
farmers are highly specialized producers of only 
one or two commodities. As this specialization 
has progressed, a large share of the functions of 
marketing has moved into the industrial and 
service segments of the economy. The industrial 
segment of the economy has furnished more and 
more of the raw materials such as tractors in- 
stead of horses, farm machinery, and fertilizer. 

All of these influences have brought farmers 
and the proprietary and cooperative organiza- 
tions into a closer alliance. One economist sug- 
gested that economically, politically, and socially 
it may be desirable to consider agriculture and 
the businesses directly related to it as one unit. 
He has coined the word “agri-business” to 
describe this segment of our economy. 

It is impossible to break this unit out of the 
economic framework of New England. It can be 
said, roughly, that it takes at least two workers 
in industry to one in the farm labor force. In 
New England this would be something in the 
order of 168,000 agricultural workers and 
334,000 workers servicing them, or 13 per cent 
of our total labor force. In addition, there 
would be many thousands more workers who are 
in food marketing and other related lines, 
which are somewhat removed from direct con- 
tact with the local farm economy. 
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Agriculture is going through both a technical 
and an organizational revolution. There seems 
little immediate likelihood that “family farms” 
will disappear as the major economic unit in 
agriculture. It seems equally clear that as the 
technical revolution pushes toward larger units 
and larger capital requirements, many families 
may be unable to furnish the necessary capital 
or retain all of the management functions. At 
present, farmers are showing a disposition to 
trade some of their traditional independence in 
making marketing decisions for the additional 
capital which they need for the opportunity to 
gain some measure of insurance from unexpected 
economic storms, and for the advantage of being 
more closely allied with the business organiza- 
tions which serve them. 
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Financing New England’s Municipalities 
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Part IJ—lInstitutional Factors in the Municipal Market 


Prior to World War II and for a number of 
years in the postwar period, two or three Boston 
banks handled the bulk of the short-term finan- 
cial needs of many of the municipalities through- 
out New England. In recent years, however, an 
increasing number of communities have been 
able to satisfy their credit requirements within 
their respective states, particularly in Rhode 
Island and Connecticut, where local banks have 
offered strong competition to outside banks. 

Several factors have encouraged and supported 
active participation by the local bank in financ- 
ing the cities and towns in its own area. Among 
these, the larger credit needs which have accom- 
panied the postwar growth of municipalities, 
and the increasing demands for credit from other 
sectors of the economy have made inevitable 
some shifts in the character of the lending opera- 
tions of the banks which had previously supplied 
this financing. Moreover, bank mergers and the 
development and extension of branch systems— 
in large part attributable to general economic 
expansion—enlarged banking facilities outside 
Boston to such an extent that there was less 
need than formerly for communities to rely on 
Boston banks for their credit needs. 

At present, ten of the region’s larger banks 
handle an estimated three quarters of the mu- 
nicipal financing in New England: five in Bos- 
ton, two each in Hartford and Providence, and 
one in Portland. The balance is spread among 
a number of the smaller banks. The practice 
of placing municipal deposits with the low bid- 
ders on note issues has stimulated the activity of 
the smaller banks in this field, as tight money 
conditions have caused competition for deposits 
generally to become more vigorous. 

Certain of the short-term credit requirements 
of Boston and Providence are supplied by ar- 
rangements designed to meet the particular 
needs of these cities. Boston usually borrows 
$5 million every ten days for tax anticipation 
purposes, and the notes are always offered in the 
market for bidding. The syndicates which bid 
on these notes are generally headed by a New 
York bank or bond house, but Boston banks are 
always members of these syndicates. 

About five years ago, the city of Providence 
and the commercial banks located there estab- 
lished a revolving credit plan designed to meet 


the city’s bond anticipation requirements. Un- 
der the plan, a line of credit is set up, subject to 
annual revision which permits the city to follow 
its policy of entering the bond market only once 
each year. This avoids the necessity of issuing 
bond anticipation notes and having to go to the 
market for relatively small amounts of money. 
The interest rate is reviewed every six months 
and participating banks are assigned parts of the 
line on a capital-deposit formula basis. 

The variation among New England states in 
the relative importance of Boston banks in fi- 
nancing local units is indicated by comparative 
data on purchasers of tax notes shown in Table I. 
Although statistics are not available for Ver- 
mont, other information indicates that such 
transactions are handled by the state’s local 
banks on a negotiated basis. Elsewhere, it is not 
uncommon to find the use of correspondent ar- 
rangements when a community requires a larger 
amount than the local bank can easily provide. 
The data show that combined transactions of 
this sort occur in about 15 per cent of the cases. 
In practice, however, local banks seldom retain 
more than a fraction of any issue, the bulk being 
passed on to the city correspondent. 


TABLE | 


PERCENTAGES OF PUBLIC TAX ANTICIPATION NOTES 
TAKEN BY BOSTON AND LOCAL BANKS 


New England States, Ist Six Months, 1956 and 1957* 





Mass. N. H. R. |. 


1956|1957 1956 1957 1956] 1957 1956] 1957|1956|1957 


Conn. Maine 





Boston Banks.| 61 | 61 | 22 | 20 | 29 | 25 | 55 | 57 | 29 | 99 
Local Banks..| 21 | 22 | 78 | 80 | 43 | 25 | 15 | 14 | 57 | 65 


Combined...| 14| 12 | 0 | 0 | 99 | 95 | 30| 99] 14| 6 





*No transactions recorded for Vermont. 


When a bank looks upon municipal notes pri- 
marily as secondary reserves, it is likely to retain 
the notes until maturity. But when the purchase 
of notes is primarily a means of increasing mu- 
nicipal deposits, the bank will try to roll over its 
notes rapidly in order to be in a position to buy 
more. Banks that pursue this latter policy gen- 
erally purchase in a year four to five times their 
holdings at any one time, selling the notes either 
through dealers or directly to their corporate 
customers and correspondent banks. For the 
most part, short-term obligations are absorbed 





within New England, although New York City 
provides an outlet for a substantial portion of 
the tax notes of the city of Boston. 

Although commercial banks buy virtually all 
the short-term municipal notes issued, they rarely 
underwrite bond flotations. Instead, bond deal- 
ers, either in syndicates or individually, depend- 
ing on the size of an issue, underwrite the long- 
term obligations. The banks, however, are of 
service to communities in connection with bond 
issues in a number of other ways: first, as adviser 
on technical details; then, as publicist of the is- 
sue; and finally, as certifying and paying agent, 
a service for which the fee usually just covers the 
costs involved. By presenting municipal financial 
data in an orderly and uniform fashion, banks 
have significantly increased the number of bids 
received by communities in their area. In addi- 
tion, a school for municipal officials originated 
by one of the Boston banks has attracted nation- 
wide attention, and an annual forum for munici- 
pal finance officers was established several years 
ago by a Hartford bank. Other efforts are being 
made locally in this direction. 
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Commercial bank investments in municipal 
bonds in the nation (both revenue and general 
obligations) increased from $4.1 billion in 1946 
to $13.0 billion in 1956, but an increase in mu- 
nicipals outstanding left bank holdings relative to 
those of other investors almost unchanged. 

Municipal obligations held by New England 
member banks represented a slightly smaller per- 
centage of total assets in the period 1950-1956 
than the range of four to six per cent reported 
for banks in the nation. Moreover, the relatively 
large amounts of notes held by the region’s banks 
suggest that their holdings of bonds on the aver- 
age were materially lower than those of banks 
in the nation. During this same period, there 
were noticeable differences and interesting shifts 
in bank holdings of municipal obligations within 
New England. 

Banks as a group in each of the six states in- 
creased their percentage holdings of municipals 
in line with the national trend during this pe- 
riod, but the rise in Rhode Island bank holdings 
(from 1.36 per cent of total assets in December 
1950, to 7.70 per cent in December 1956) was 
far greater than that of any other New England 
state. This striking increase was probably a re- 
flection of the shift of municipal accounts from 
Boston to Rhode Island, in general, and to Provi- 
dence, in particular. Throughout the six-year 
period, Connecticut banks, and specifically the 
Hartford banks, reported municipal holdings 





well above the New England average, increasing 
from 7.17 per cent of total assets in December 
1950, to 9.59 per cent in December 1956. In this 
case, the answer again lies, at least partially, in 
the competition between Connecticut and Boston 
banks for the local municipal accounts. 

The use of aggregate figures conceals the con- 
siderable variation among banks in their attitude 
toward municipal securities as investments for 
their own account. Although satisfactory gen- 
eralizations are difficult to make, it should be 
noted that there is some correlation between the 
deposit size of a bank and its percentage holdings 
of municipals as shown in Table II. 


TABLE Il 


HOLDINGS OF STATE AND LOCAL GOVERNMENT 
SECURITIES BY BANK SIZE 


First District Country Member Banks, June 30, 1956 





Average Holdings of 


Deposit Size State and Local Securities 





of Bank As Percent of Total Assets 
Up to $2 million 3.5 
$2-$50 million Bur 


Over $50 million 9.3 


In part, the correlation between bank size and 
municipal holdings is explained by the earnings 
of particular banks. The smallest banks reported 
net earnings before taxes of less than $25,000 
and therefore, do not receive the same advan- 
tages from tax exemption as the banks in the 52 
per cent tax bracket. Moreover, the specialized 
nature of most municipal financing requires that 
a bank be a certain size before it can profitably 
maintain municipal credit files, keep abreast of 
the municipal market, and offer a satisfactory 
range of services. 

Country banks in New England hold relatively 
larger amounts of revenue bonds than the Boston 
banks, and also have a larger proportion of their 
general obligations in maturities over 10 years. 
The tendency to buy and hold the higher-yield, 
longer-term maturities is explained in part by 
the larger proportion of time deposits—a charac- 
teristic of country banks. 


{ " it > ) 
Municipal Bond Dealers 


Approximately 20 municipal bond dealers 
in Boston and some 12 others in Hartford 
regularly bid on local issues. Probably half of 
these are local offices of firms with headquarters 
in New York or Chicago. Most of the offices 
located outside Boston and Hartford are pri- 
marily distributors of securities rather than buy- 
ers. As a result, the opening of bids usually takes 
place in one or the other of these two cities, 
since the dealers prefer to submit their bids 
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shortly before the announced deadline and often 
like to meet municipal officials in person. 

in general, most of the dealers perform an 
underwriting function although the operations 
of some are largely brokerage, and a few also 
serve in the capacity of discretionary trustee for 
their customers. Generally, Boston banks will 
take the shorter maturities of most issues, but 
beyond that, a dealer must usually commit him- 
self before he has his sales “lined up.” Insurance 
companies, for instance, tell dealers whether or 
not they have money to invest, but not whether 
they are interested in a particular issue or ma- 
turity. Dealers seldom market issues of less than 
$300,000, and the larger concerns set even higher 
minimum limits. 

Purchasers of Long-term 

Municit il Obligations 

During the postwar period, institutional in- 
vestment appears to have gained relative to 
direct individual investment. Many of the prin- 
cipal institutional investors: life insurance com- 
panies, mutual savings banks, pension funds, 
and mutual investment companies, however, find 
little advantage in tax-exempt securities, either 
because of their own special tax status, or because 
they are unable to pass along the value of tax 
exemption to their equity investors. The only 
important institutional investor groups subject 
to the full corporate tax rate are commercial 
banks, and fire, marine, and casualty insurance 
companies. The latter have increased their mu- 
nicipal holdings more rapidly than any other 
class of investors, but again for tax reasons, have 
often preferred corporate equities. 

Tax-exempt municipals are probably most at- 
tractive to individual investors with high in- 
comes. As a group, individuals hold a larger 
proportion—4| per cent in 1956—of outstanding 
municipal obligations than any other class of 
investor, but increases in this proportion will 
probably be slow. The demands for funds by 
state and local governments have grown, while 
the number of investors specifically interested 
in tax exemption has not increased as rapidly, 
despite the large rise in effective yields. Many 
investors in recent years have preferred to hold 
common stocks instead of fixed income obliga- 
tions including tax exempts. 


Investor Attitude Toward 

New England Municipals 
The traditional qualities of stability and con- 
servatism which the general public associates 
with New England have tended to give many of 
the region’s municipalities an interest rate ad- 
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vantage in marketing their bonds. Although no 
comprehensive figures are available, it is esti- 
mated that at least, two-thirds of this district’s 
outstanding municipal debt is locally held. Out- 
side New England, investors are prone to buy 
a name they know in preference to an unknown 
name. This provides part of the explanation 
for the high marketability of the bonds of college 
towns, historic cities, and resort areas, all of 
which abound in New England. Marblehead, 
for example, with a Moody’s rating of “A” sold 
an issue in May carrying a 2.80 per cent coupon 
rate, even though other similarly rated bonds at 
that time sold at an average of 3.60 per cent. 
On the other hand, the somewhat lower yield 
of New England issues has influenced institu- 
tional investors to seek bonds of comparable 
quality from other sections of the country. 

Unfortunately, the cities and towns of Rhode 
Island do not share the appeal which other New 
England municipalities have for investors. Not 
only are their ratings as a group the lowest of 
any New England state, but there is reason to 
believe that even the highly rated towns are 
penalized in terms of interest costs because in- 
vestors fail to differentiate them from _ their 
neighboring communities. In July, a Rhode 
Island town rated “AA” sold an issue at 3.75 
per cent on the same day that a lower-rated 
Massachusetts issue sold at 3.40 per cent and 
this was not an isolated incident. 

A number of factors have contributed to the 
lack of appeal of Rhode Island issues. Among 
these are: decline of the textile industry; sea- 
sonal nature of the jewelry industry; lack of 
industrial diversification, generally; high cost 
unemployment insurance and workmen’s com- 
pensation; restrictive municipal laws; and finally, 
the small size of the state itself. Despite the 
relatively high yields, the obligations of Rhode 
Island communities have found a more receptive 
market in the Midwest than in New England. 


Proposals and Prospects 
The real cost of interest charges to a business 
concern may be halved after taxes under present 
income tax rates. In contrast, local governments 





TABLE Ill 
PUBLIC BOND SALES IN NEW ENGLAND STATES, 1956-1957 


(Thousands of Dollars) 














Mass. Conn. Me. N. H. R. 1. Vt. 
1st half, 
1956...| 41,971 25,456 1,836 328 3,064 575 
Qnd half, 
Nh a 44,361 20,445 3,340 739 2,550 1,170 
1st half, 
1957...| 47,512 | 40,646 2,254 2,675 12,264 2,321 











must pass on the full burden of interest costs 
to their taxpayers. Town treasurers argue that 
this is inequitable. 

A number of suggestions have been designed 
which would help to broaden the market for 
municipal securities and thus restore their in- 
herent advantage over taxable investments. Cur- 
rently, two proposals are pending in Congress. 
One of these would permit the establishment 
of regulated investment trusts for municipal 
bonds. If this legislation is passed, mutual funds 
designed to hold municipal securities could pass 
on to their shareholders the tax-exemption fea- 
ture of municipal bond income. A second bill 
before Congress would permit commercial banks 
to underwrite and deal in revenue bonds as they 
now deal in general obligations. Because of the 
special risks which purchasers of revenue bonds 
incur, most banks in this district would prefer 
to leave the underwriting of these securities in 
the hands of investment bankers and thus pre- 
serve the present separation between commercial 
banking and security dealings. 

In New York, the state comptroller recently 
advocated the establishment of a state financing 
authority which would purchase the obligations 
of school districts within the state and market 
its one state-backed bonds in their place. This 
proposal would substitute a smaller number of 
large flotations for the current rash of small 
issues, and hope to win a more favorable interest 
rate through the use of state rather than district 
credit. It has been objected to, the reason being 
that states generally have tended to commit 
themselves on too many contingent liabilities, 
and that the mere centralization of debt is not 
a solution to present problems. 

Another suggestion designed to encourage com- 
mercial banks to make initial investments or 
moderate increases in holdings of high grade 
municipals for their own portfolio has been 
advanced by some commercial banks. A stated 
percentage of high rated municipals in relation 
to assets would be classified as “‘riskless’’ assets 
for the purpose of bank examination. It is argued 
that this proposal would improve within limits 
the supply of funds available to local units and 
possibly tend to reduce interest costs. It would 
also encourage some banks to take issues of good 
quality which are too small to carry a rating 
since a portion of the highly rated issues would 
be classified “riskless.” These proposals would 
require either congressional or state legislative 
action or administrative action by bank super- 
visory authorities. 

There is no assurance that collectively, these 
proposals would increase the demand for tax- 
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exempt securities to the extent necessary for the 
market to absorb comfortably the growing vol- 
ume of municipal offerings if the aggregate de- 
mands of all sectors of the economy remain high. 
The annual volume of offerings has increased 
from approximately $1 billion immediately after 
the war to nearly $6 billion currently, and ap- 
pears headed for $10 billion in the near future. 
In the opinion of many observers, aside from 
insuring accurate and consistent maintenance 
and presentation of municipal financial data, 
there is little that the states and communities 
can do to cut interest costs on long-term financ- 
ing so long as the supply of municipals exceeds 
the demand. 

Fortunately, reduction of borrowing costs on 
short-term notes presents a less formidable prob- 
lem. The solution essentially depends on _ re- 
ducing this type of borrowing itself by adjusting 
the time schedule of revenue receipts to coincide 
more closely with expenditures. Massachusetts 
is the chief user of these notes and there now 
exists a ten month gap between the beginning 
of the municipal fiscal year (uniformly January 
1) and the receipt of tax and intergovernmental 
revenues (October and November). An increas- 
ing number of communities in Connecticut have 
changed the dates of their fiscal years and 
thus considerably reduced their dependence on 
revenue-anticipation notes. Any one of several 
alternative methods of achieving the same goal 
might be more suitable in Massachusetts; (1) the 
penalty date for payment of property taxes might 
be advanced over a number of years from the 
present November | deadline to July 1, the date 
when taxes are now due; (2) offer a discount 
or rebate for early payment (now the procedure 
in Kansas); (3) adopt a variation of the method 
used in New Jersey, substituting semiannual for 
annual tax bills. None of these procedures 
would completely eliminate the need for tem- 
porary borrowing, but any of them would sub- 
stantially reduce the estimated $5 million annual 
interest cost now paid by Massachusetts cities 
and towns on their short-term notes. 


An Important Consideration 


Although the subject is outside the scope of 
this article, the desirability of broadening the 
municipal tax base should not be overlooked 
as one of the most pressing needs of munici- 
palities. As was mentioned earlier, New Eng- 
land communities depend almost exclusively on 
property taxes for their revenue. The disad- 
vantages of growing responsibilities and inflexi- 
ble revenue sources are readily apparent. 
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Smiles Reflect Successful Vacation Business Season 


The close of the most successful summer vaca- 
tion season on record brought cheery smiles to 
those engaged in New England’s tourist business. 
The rise in personal incomes and paid vacations 
provided more funds for travel and short ex- 
cursions. Promotional campaigns and_ greater 
ease of access from new roads and road improve- 
ments also gave impetus to the record vacation 
season; but the single most important factor 
was the benevolence of the weatherman. All 
facets shared in this sparkling season—New 
England’s lodging places, private and agency 
boys’ and girls’ camps, and the great diversity 
of tourist attractions. The composite empha- 
sized the pervading effect on a regional economy 
that comes from a substantial influx of tourists. 

From May through September, the level of 
vacation business was greater than any year 
since this bank began its measurement in 1947. 
This season surpassed the previous record year 
of 1953 by three per cent. Summer weather in 
May aroused interest in vacations sooner than 
usual, so the vacation business industry began 
the season with a running start. June business rose 
with the mercury, climbing five per cent over the 
comparable period in 1956—a considerable in- 
crease when coupled with the eight per cent gain 
made in the same month last year. 

Weather differentials caused local fluctuations 
during July when a one per cent rise over 1956 
was registered. Cape Cod, with a 12 per cent 
rise over year-ago levels, surpassed other regions 
in occupancy gains. Connecticut showed a six 
per cent decrease in comparison with last year, 
while Vermont declined three per cent. New 
Hampshire registered occupancy at the same 
level as 1956; Maine was one per cent ahead. 
Rhode Island gained two per cent, and Massa- 
chusetts led with a six per cent rise. 


N. E. SUMMER VACATION BUSINESS 1952-1957 
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August rounded out the summer pattern with 
an increase of seven per cent over that month 
last year, with all states at least five per cent 
ahead. In previous years, the month of August 
tourist-wise has had more variables than the sun 
and rain; in particular, the polio threat and 
hurricane activity. This year, however, August 
was the busiest month of the season. Reports 
indicated that vacation activity during Septem- 
ber equaled that of last year. 

This season underlined the growth of camps 
for boys and girls and the wide importance that 
New England enjoys in this summer educational 
activity. Ever since the Federal Reserve Bank 
began to measure camp enrollments in 1947, 
these figures have increased each year. The 119 
private camps participating in the fourth annual 
after-season-opening survey of attendance re- 
ported three per cent more campers enrolled 
this summer than last. Coeducational camps 
enjoyed the greatest gains in registered campers 
and capacity. This year, nearly 90 per cent of 
the campers were enrolled for the full season, 
almost 10 per cent for half the season and less 
than one per cent for shorter periods. Agency 
camps reported attendance figures at the same 
level as a year ago. At midsummer, 91 per cent 
of their available space was in use. 


A New Measure of Tourist Activity Begun 

This summer the Federal Reserve Bank initi- 
ated a tourist attractions report to provide corol- 
lary information and widen the scope of its 
study on vacation business. How well are we 
utilizing our natural advantages of varied ter- 
rain and stimulating climate; our storehouse 
of historical and cultural heritage? The wealth 
of widely varied attractions is statistically diffi- 
cult to measure due to its very heterogeneity. 
In an attempt to organize this data, two classi- 
fications were made; by state and by type. At- 
tractions were grouped either as museums and 
art galleries; National and State Forests and 
Parks; or in a miscellaneous group—ranging 
from barbecues to ferry check points, from sum- 
mer theatres to animal farms. With a continu- 
ally widening, but still rather limited sample, 
the report aims at determining percentage 
changes in attendance as compared with the 
same period of 1956. Here June, July, and Au- 
gust figures served to accentuate the marked 
gains made by New England’s tourist business 
over last year. For the three-month period, 
tourist attraction activity gained 23 per cent 
from year-carlier levels, according to reports. 
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BANKING AND CREDIT 
Commercial Loans ($ millions) 
(Weekly Reporting Member Banks) 
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